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FUNDAMENTALS OF COOPERATIVE MARKETING.^ 

ASHER HOBSON, 

CoLUMBi,^ University, New York City. 

It is with some hesitancy that I attempt to treat with a so-much- 
discussed topic as is the " Fundamentals of Cooperation." Although 
one can hardly take the position that the last word has been said on 
the subject, certainly enough has been said to establish some generally 
accepted principles as a guide to cooperative action. I assume, how- 
ever, that the generally accepted of the fundamental principles of co- 
operative marketing are matters of common knowledge to the mem- 
bers of this audience. For that reason I propose not to discuss the 
usual of this topic, but rather I shall confine my remarks to two con- 
siderations of cooperative marketing which I believe to be of primary 
importance and, at the same time, little appreciated, especially by 
members of cooperative marketing associations. 

The first principle that I wish to discuss is the economic position 
of cooperative endeavor in our present marketing system. I am 
firmly convinced that a better understanding of the marketing func- 
tions which cooperation is best suited to perform, together with a 
better appreciation of the relationship of these functions to the mar- 
keting system as a whole would place our cooperative movement on 
a firmer basis for a sturdy and more permanent growth. 

Without doubt one of the causes for so many failures among co- 
operative undertakings is the lack of appreciation on the part of those 
engaged in the undertaking, as to the functions which the organiza- 
tion may reasonably be expected to perform. Too often the pros- 
pective member is encouraged in his belief that the mere act of co- 
operating will do away with all the imperfections of our present 
marketing system. In too many instances he has been promised re- 
sults that the most successful of cooperative enterprises could not 
hope to bring to pass. Many a promising cooperative enterprise has 
failed because its members expected the impossible. 

In order to discuss the marketing functions best suited to coopera- 

1 Paper read at the Eleventh Annual Meeting of the American Farm Eco- 
nomic Association, December, 1920. 
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tion, it is essential that they be considered in the light of the func- 
tions performed by our marketing system as a whole. 

A brief digression is necessary for the purpose of enumerating and 
classifying the usual marketing functions which are encountered in 
the market distribution of practically the whole of our food products. 
In my estimation these functions which go to make up our present 
marketing system are the results, primarily, of four important and 
elemental conditions. Conditions which in all their commonplaceness 
cannot easily be changed, and which must receive due consideration 
in plans for marketing improvement or the setting up of new mar- 
keting institutions and machinery. These conditions may be enumer- 
ated as follows : 

(A) The first of these conditions has to do with the wide sources 
of production of our food products. Few people realize the extent 
to which the distance between producing and consuming centers dic- 
tates marketing procedures. In order to emphasize to students in 
marketing classes the importance of considering the sources of food 
supply in its relation to the problems of market distribution, it has 
been the custom of the writer to require each member of his classes 
to list the food items which the member consumes on a single day 
and to list opposite each item its principal source of production. Not 
long ago, a class of twelve handed in such a report, and the sources 
of the food products consumed by the members of this class on a 
single day came from twenty-eight separate states of the Union and 
thirteen foreign countries. It may conservatively be said that the 
average city dweller consumes during his normal three meals a day, food 
products which come from at least three or four st'ates of the Union 
and one or two foreign countries. The source of our food supply is 
limited only by the habitable portions of the globe. If this be true, 
one can readily see that some agency or agencies must assemble the 
products at widely scattered local shipping points, transport them to 
wholesale and terminal markets where they are assembled and, in 
addition, some agency must distribute them for final consumption. 

(B) Now let us pass on to another fundamental condition. I 
refer to the fact that most of our farm products in the United States 
are harvested within three months of the year and consumed during 
a twelve-month period. This means that at least three fourths of 
this produce must be stored for a longer or a shorter period of time. 
This condition requires a storage service, a financing service, and a 
risk service, all of which services involve a cost. 

(C) A third consideration is that nature does not turn out her 
products in such quantities and of such qualities as are suitable for 
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efficient trade practices. To meet these demands, a grading and a 
standardization function must be assumed. 

(D) As a fourth fundamental factor which greatly complicates 
our marketing system I refer to the manufacturing processes which 
intervene between producers and consumers. Fully 90 percent of 
our food products change form from the time they leave the farmer's 
gate until they reach the consumer's table. They must go through a 
manufacturing process. A farmer wishes to sell wheat by the wagon 
load, or by the carload. He wishes to sell a steer, or a carload of 
steers. He wishes to sell cotton by the bale, or number of bales. But 
the consumer does not care to purchase wheat by the wagon load, or 
the carload. He doesn't want wheat at all, in most cases. He doesn't 
even want flour. It is bread and bakery products that he purchases. 
Here the raw commodity is twice transformed. In the case of meats, 
the consumer does not care for a whole beef critter, rather he wants 
a pound of porterhouse steak. It requires a complicated manufac- 
turing process to transform a live steer into porterhouse steaks. In 
the case of cotton, certainly the housewife does not want raw cotton ; 
she wants three yards of muslin, a product transformed by a num- 
ber of manufacturing processes. 

Now I have mentioned four fundamental conditions which cannot 
well be changed : 

(a) Great distances between producing and consuming centers. 

(b) Seasonal production with continuous consumption. 

(c) Production of ungraded commodities while consumption de- 

mands standardized commodities. 

(d) Manufacturing processes which intervene between producer and 

consumer. 

Because of these four fundamental conditions, there are certain 
m.arketing services or functions which must be performed in the dis- 
tribution of practically the whole of our food products. These serv- 
ices may be classified roughly as follows : 

(i) Assembling at local shipping point. 

(2) Standardization, grading, and packing. 

(3) Storing and warehousing. 

(4) Transportation, delivery, and cartage. 

(5) Assembling at terminal markets. 

(6) Manufacturing and processing. 

(7) Financing and the assumption of risks. 

(8) Distribution for final consumption. 
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Market your foods as you may. You will find that someone or 
other must perform practically the whole of these services. Some of 
them may be performed a number of times ; some of them performed 
only once ; some of them may be performed by one individual or or- 
ganization; while in other cases the same organization may perform 
a number of these functions. Eliminate the middleman. Legislate 
him out of existence, yet it will be found that the above services will 
remain with all their old-time importance. 

Now to return to the point under discussion: Which of the above 
services are best adapted to cooperative action ? Cooperative associa- 
tions may eliminate some of the agencies which perform the above 
services, but cooperation does not eliminate the service; for the most 
part it substitutes one type of business organization for another type. 
The first question is, " Can it bridge the whole gap ? " Certainly that 
is the goal of consumers' cooperation. The Cooperative Wholesale 
Societies of Great Britain are reported to have bridged the space be- 
tween producer and consumer in a small way, in two commodities — 
wheat and tea.- As for the growers' marketing associations in 
America one can say that if the performing of all the above func- 
tions is the goal, it is an ambitious program. I shall not hazard a 
prophecy on future possibilities, but I can say without hesitation that 
cooperation in its present stage of development in this country has 
been most successful in the performance of only those functions 
which occur in the initial stages of the marketing processes. 

For instance, cooperative marketing associations among growers 
have been the most successful when confined to the first three func- 
tions enumerated ; assembling at local shipping point ; standardizing 
and grading; storing and warehousing (in producing centers). They 
have also been successful in those manufacturing enterprises, in those 
cases where the manufacturing is among the initial steps in the mar- 
keting procedure, and which at the same time can be economically 
done in producing districts. Canning factories, cheese factories and 
creameries are representative types of manufacturing processes which 
fulfill these qualifications. To recognize the limitations of coopera- 
tion in its present stage of development is to place it upon a firmer 
foundation, and to promote a sturdier growth. 

As a second consideration I wish to discuss the source of savings 
accruing to members from successful cooperative action. Coopera- 
tive success depends upon a saving to members. From what source 
does that saving come? Of late there has been much agitation on the 

^ Sonnichsen, " Consumer's Cooperation,"' p. 182. 
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part of growers toward monopolistic control as a price influencing 
factor. As to monopolistic action, I shall dismiss its consideration 
with the prophecy that the prosperity of cooperative organizations 
which is based upon monopolistic control of prices will be of short 
duration. Monopolistic action — concentration of efforts — for the 
purpose of effecting economies, and which at the same time does not 
impair the public welfare by the undue enhancement of price is to 
be commended. Monopolistic action which does unduly enhance 
price is to be condemned.'' 

It is a common contention that the purpose of cooperation is the 
elimination of private profits, and that it is upon private profits that 
cooperative action is to feed. In my judgment, marketing success, 
whether private or cooperative, will come through efficiency in the 
performance of services rather than through the elimination of private 
profits. An analysis of marketing margins tends to show that by far 
the largest portion of the margins is composed of expenses rather 
than profits. To be sure, true cooperation does eliminate private 
profit, but this elimination is only an incident and not a major factor 
in the success of most cooperative effort. 

It is to be regretted that so many cooperative organizations are 
promoted on the pretense that enormous savings are to be made by 
the ehmination of private profits. I am no defender of private 
profits, yet I am convinced that cooperation which does no more than 
eliminate private profits is on the high road to starvation for want of 
nourishment. To be sure many a successful association has been 
organized — and justly so — because of undue profits of private in- 
terests. But the mere existence of a successful cooperative associa- 
tion tends to reduce these private profits to a minimum. Yet the 
associations have continued as successful organizations even when 
their competitors were making a bare living wage. Why did they 
continue to succeed? Because they embraced the opportunity af- 
forded by their assured patronage and their large volume of business, 
to adopt more efficient merchandizing methods than their competitors 
were in position to adopt. By efficient merchandizing methods, I 
refer to such practices as grading and standardizing, adoption of 
brands and trade marks, and the advertising of these brands and 

3 The original Capper-Volstead bill — now pending — recognizes as lawful, 
monopolistic action on the part of farmers' associations, where such action is 
exercised in the interest of efficiency, and for the purpose of effecting econ- 
omies. This is a commendable provision. It is hoped that it will be enacted 
into law. 
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trade marks for the purpose of widening the market. Shipping and 
dealing in large lots, and the furnishing of a continuous supply of a 
continuous quality. In other words, taking advantage of every op- 
portunity afforded by present-day marketing demands. 

Again I state, successful cooperatives are successful for the most 
part by reason of the fact that they have excelled their competitors 
at the game of business efficiency. Cooperation works no miracle. 
As I see it, cooperation is a straight business proposition. Its pros- 
perity is based upon the economics accruing from a combination of 
interests — a concentration of industry. 

In a word : The permanence of cooperative action lies in giving the 
services of a private enterprise plus. This plus has never yet in any 
large measure come from monopolistic advantages nor by the elimina- 
tion of profiteering. It has come from newer and better methods, 
large scale operations at a less cost per unit, and by an understand- 
ing of the present marketing system as it exists and taking advan- 
tage of it. 



ANNOUNCEMENT. 

At the annual meeting held in Washington, D. C, on Janu- 
ary I, 1921, it was voted by the Association that membership 
fees should be payable in advance. This is the usual practice 
with those associations which publish a journal. The initial 
membership will now date from the time of payment of dues. 
The January, 1921, issue of the Journal will be sent to all 
members of the Association. Future issues will be sent only 
to those who are in good standing. If you have not already 
paid your 1921 dues ($2.00), you should do so at once so that 
you may receive the April issue. 

J. I. Falconer, 

Secretary-Treasurer, 
College of Agriculture, 
Columbus, Ohio. 



